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We live in uncertain times, and stressful situations
can catch us financially off guard.  High medical bills
without sufficient health insurance, loss of employment,
a poor year of farming or ranching, a divorce, natural
disasters, deployment in the military, or higher than
expected college costs can force us into debt.  
We’re not alone.  Household debt across the coun-
try increased more than 9% in 2002.  This was the largest
rate of increase since 1989, according to Federal Reserve
Chairman Alan Greenspan.  
South Dakota per-capita income is among the low-
est in the nation ($25,993 in 2000), and South Dakotans
had the nation’s third-highest household debt in 2002 at
$9,667 (behind only Alaska and Vermont residents),
according to RAM Research Group Ltd. 
The nation’s lowest debt level ($3,000) in 2002
was shared by residents of North Dakota, Kentucky, and
Alabama.  Yet North Dakota personal bankruptcies have
risen from 363 in 1980 to 873 in 1990 and 1,952 in 2002.
The trend is similar in  South Dakota: 397 personal bank-
ruptcies in 1980, 104 in 1990, and 2,539 in 2002.  (See
national trends chart on page 2.)
When we become strapped for cash, what do many
of us do?  Reach for the credit card.
One place the credit card is popular is the college
campus.  Most new college graduates brought home a lot
more than a diploma and worn textbooks this spring.
Their debt load in federally guaranteed education loans
alone averaged $17,000, according to a recent study by
the State Public Interest Research Groups (PIRG) Higher
Education Project.  That's double the debt that students
carried eight years ago and does not include other types
of loans. 
What's more, 41% of graduating college seniors
also carry an average credit-card balance of more than
$3,000 (Consumer Reports, July 2002).  Three out of four
college students have at least one credit card, according to
a survey by student-loan agency Nellie Mae.  The average
balance on cards carried by the typical undergraduate
totaled $2,748 (Consumer Reports, July 2001).
Good debt … and bad debt 
How much debt is too much?  Financial counselors
normally recommend that no more than a maximum of
20% of family take-home income (mortgage not included)
be committed to consumer debt.  Limiting consumer debt
to 15% of family income may prevent problems for fami-
lies at risk of large, unforeseen expenses, such as medical
emergencies when there is little or no medical expense
coverage.  
Credit cards account for a large portion of family debt.
Bank credit cards are extremely efficient payment tools.
They offer consumers more flexibility than other types of
credit.  Consumers choose what to  buy, when to borrow,
and whether to pay off the  card balance in full or in
installments.  
Thanks to strong competition in the industry, con-
sumers have a wide variety of bankcards to choose from.
Credit cards are readily available to those with a good
credit history.  But how many credit cards does a person
need?  Many retail establishments do not accept every
credit card, so most consumers should try to limit their
credit card use to one or two cards issued by a major
company.  Visa, MasterCard, American Express, and
Discover are the four most often used.
Lenders look at the potential debt (the credit card
limit) rather than just the amount charged to a credit card
when determining whether or not you are a good credit
risk.  There is also a risk associated with losing the cards
due to carelessness or theft.  When the card is used ille-
gally by a thief, the person to whom the card is issued is
liable for purchases made up to $50 per card.  Your
responsibility as a credit card holder is to report the loss
or theft of your card within three business days to the
company; doing so may result in waiver of this fee.  
Using credit wisely
There are a few guidelines to limit costs should
you be forced to turn to the credit card:
• Shop carefully to find the lender offering the best terms
on the credit card. Make it a point to understand the
terms of the contract you are signing.  The law requires
that this information be found in a boxed format some-
where in the contract:  
•  Look for a low APR (annual percentage rate);
14% to 16% is an average rate.  A “low introduc-
tory rate” is usually lower, and may even be 0%,
but it will rise, usually after 6 months, to the
higher specified rate.
•  A fixed rate credit card is best when interest
rates are low.  When interest rates are high, the
“variable or flexible rate” credit card might be the
better choice.  Under a fixed rate, future debt pay-
ments can be calculated with accuracy; with a
variable or flexible rate, your debt payments will
be recalculated every time the rate changes.
•  Be sure the card has a grace period of 20 or 25
days.  This is the period in which you can pay off
all purchases in full without paying interest.  If
there is no grace period, you have incurred an
“instant loan” with interest charges even if you
pay the monthly balance in full.
•  A card with no annual fee is preferred.  Many
card companies do not ever charge an annual fee.
Others delay the charge until after the first year of
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use.  Cards with annual fees usually provide addi-
tional benefits—such as flyer miles, points for
merchandise, hotel or rental car upgrades—that
you may not need.
•  The calculation method that will cost you the
least is the average daily balance method.  It is
best not to get a card utilizing the two-cycle
average daily balance method; it requires you to
pay more interest.
•  Cash advances on your credit card are not
advised.  Usually a higher rate of interest is
charged when you take a cash advance.
•  Charging activity that puts you over the estab-
lished credit limit will mean that you pay the over
the credit limit fee.  Do not use the credit limit as
a target for your monthly spending.  You can ask
for a lower limit to encourage you to lower your
credit card use.
•  Avoid late payment fees.  These will be noted
on your credit report and may go against you in
applying for a loan.  
• You are entitled to a written statement of all terms and
conditions of any credit transaction you enter, and to
know in dollars exactly what you are paying whenever
using a credit card.
• Set a total amount you can afford for credit card use at
the beginning of the month and stick to it.  Do not commit
yourself to monthly credit payments that exceed the
amount you are certain you can repay.
• Shop as carefully when you use credit as when you use
cash.
• Seek to transfer existing card debt to a lower interest
rate card.  The “low introductory rate” usually rises after
6 months, so start looking for the next rate as soon as the
transfer is made, or try to convince the company that
sponsors your current card that you either need a lower
rate or you will transfer your balance to a competitor’s
card.  Be aware that there may be a fee charged to make
any change or transfer.
• Rules regulating the credit card agreement can change.
Written notification of changes needs only to be sent to
each cardholder prior to the new rule taking effect. 
• Pay bills promptly to keep finance charges as low as
possible.
• Pay at least the monthly minimum required amount on
time. Remember that when you do not pay off the balance
in full on time, you will be charged interest for any new
purchases along with the unpaid balance.  While it is best
to pay the full amount owed each month, that may not
always be possible.  Pay more than the minimum amount
whenever possible but pay at least the minimum amount.  
• Protect your credit rating by reporting to creditors
immediately if you are unable to make a payment due to
unexpected circumstances.  You may be able to extend
the repayment period and lower the monthly payment.  
• Do not skip a payment without contacting the creditor.
A disgruntled creditor will be all too ready to send your
billing to a collections agency, and your credit rating will
suffer.
• Keep a list of your credit card numbers and telephone
numbers of each card issuer in a safe place and notify the
card issuer immediately if your cards are lost or stolen.
•  If you have a poor credit rating, you usually cannot get
the lowest-rate cards.  You can find lists of lower-rate
cards in financial magazines, newspapers, and on web
sites: http://www.bankrate.com;
http://www.cardweb.com/ and others. 
The consequences of overuse
Living on the credit card should only be a tempo-
rary measure.  There are consequences of prolonged use: 
• It will be difficult to get out of debt when paying only
the monthly minimum required amount, and it increases
the cost of using credit.
• You may have to endure a poor credit rating if you can't
pay even the monthly minimum required amount. 
• You may find difficulty in securing low-rate loans.
• It may terminate long-term relationships with one or
more local creditors who may be personal friends.
• Your status in the local community as a responsible citi-
zen who always pays his/her bills may suffer.
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• The longer you use the card, the more discipline you
will need to ‘kick the habit’ of over-use. 
• You may have to declare bankruptcy.  You may have to
declare Chapter 13 (debt reorganization so you can pay
creditors but keep your possessions) or Chapter 7 (unse-
cured loans are erased but assets are sold to pay secured
debts).
• Bankruptcy remains on your credit report for 10 years
and will affect subsequent loan opportunities.  In addi-
tion, potential employers, insurers, and others may have
access to this information on your credit report.
Getting out of debt ...
As quickly as possible, decrease your dependence
on the credit card.  You may need another job.  Check
with the closest One-Stop Career Center
(http://www.state.sd.us/dol/sdjob/DIRECT.HTM or
http://www.jobnd.com) and newspaper circulars for the
availability of local jobs. 
When you have more income or have cut back on
expenses, begin paying more than the required monthly
payment on your credit card.  
Paying down your debt is a good investment for
your financial security.  To find out how many payments
you have left and when you will be out of debt (by mak-
ing the monthly minimum payment), get a free PowerPay
analysis of your debts at your local county Extension
office.  If you prefer, contact your state family resource
management/family economics specialist through the
mail or by mail to do the calculations.  Using information
from the latest billing notice, send the following informa-
tion for analysis:
• Name of each creditor.
• Outstanding balance on each debt.
• Monthly minimum payment for each debt.
• Annual percentage rate (APR) for each debt.
... And staying out of debt 
Track your income and expenditures to understand
how you might change spending habits or increase your
income.  If needed, get professional help to get out of
debt.  
Start an emergency fund—no matter the dollar
amount.  Get in the habit of saving.  Keep the use of
credit cards under control.  Do not use a credit card
except for basic needs; delay your “wants” (non-essen-
tials for living) until you get back on your feet.  Hold a
meeting with family members to get everyone’s support
for keeping the use of credit cards to a minimum.  
By taking the above suggestions seriously, you can
have some control in uncertain times.  Remember that
living on credit cards for any reason should be considered
temporary.
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